ABSTRACT
stable money demand function serves as a stabilization policy which depends on the ability of central bank to adjust money supply to its demand in order to prevent monetary disturbances from inhibiting real output. It is argued that the relationship between money supply on one hand and prices, income, and balance of payment on the other is determined by the demand for money, and such relationship plays an important role in macroeconomic theory. Several important factors have influenced and shaped the evolution of empirical research on the demand for money. First, there is evolving nature of theories on the demand for money. Second, the growing arsenal of econometric techniques that has permitted more sophisticated examinations of dynamics, functional forms, and expectations. Third, and most importantly, research has been spared by the apparent breakdown of existing empirical models in the face of newly emerging data (Tahir, 1995) .
Thus, in line with maintaining price stability, the Central Bank of Nigeria (CBN) strives to promote and maintain monetary stability through the management of debt and foreign exchange rate. In essence, appropriate demand and supply management policies by the CBN necessary for economic development requires money to be stable and functional (Nwafor et al., 2007) . The apex bank has over the years sought a predictable and stable money demand function. This is due to the fact that a stable money demand function contributes to broader economic growth and rising standard of living. Thus, the re-examination of the question whether demand for money has remained stable during the financial reforms which started in 2005 in Nigeria is imperative. It is often suggested that financial market reforms could lead to an unstable demand for money and changes in money velocity with attendant consequences for monetary policy implementation. In countries where the central bank targets a money aggregate, for instance using reserve money to implement monetary policy, the effectiveness of monetary policy rests on the stability of the monetary transmission mechanism as well as velocity of money. When this relationship is subjected to unexpected shifts, monetary targets lose their transparency and are less able to accurately signal the appropriate stance of monetary policy. This argument has been used as a reason for moving to inflation targeting, which does not rely on the stability of money demand, but instead uses a broad range of information to assess the monetary policy stance (Dagher and Kovanen, 2011) .
The velocity of money has been fluctuating in Nigeria. For instance, it was 5.4 in 1970, 2.5 in 1986, 4.6 in 1989, 4.6 in 2006, 2.6 in 2009, and 3.0 This led to a decreased velocity of money and after then increased to 4.6 and 3.0 in 1989 and 2011, respectively. If the money demand function is unstable and undergoes substantial instability as Keynes thought, then velocity is unpredictable, and the quantity of money may not be directly linked to aggregate spending, as it is in the modern quantity theory. In recent years, the rapid pace of financial innovation, has led to substantial instability of the money demand function and this calls into question whether the theories and empirical analysis are adequate. It also has important implications for the way monetary policy should be conducted, because it casts doubt on the usefulness of the money demand function as a tool to provide guidance to policy makers (Mishkin, 2004) . Thus, what is being sought in a stable demand for money function is a set of necessary conditions for money to exert a predictable influence on the economy so that the Central Bank's control of the money supply can be a useful instrument of economic policy (Tahir, 1995) . Therefore, the difference between the actual and targeted broad money (M2) growth in Nigeria can be illustrated with figure 1 below: From the above figure, the discrepancy between targeted and actual broad money can be clearly seen. For example, in 1991 For example, in , 1994 For example, in , 1996 For example, in , 1998 For example, in , 2000 For example, in , 2003 For example, in , 2005 For example, in , 2008 For example, in , and 2011 
EVOLUTION OF THE CURRENT MONETARY POLICY IN NIGERIA
The CBN's focus on price stability objective represents a paradigm shift from past practices in which the promotion of rapid and sustainable economic growth and employment were the overriding objectives of monetary policy. Prior to 1986, in order to achieve its objective of Khan and Ali (1997) using unrestricted VAR approach. The study concluded that the true endogeneous variables in the model were real income and the real coffe price, while real money holdings and shortage were weak exogeneous variables. In a similar study, Watson (2001) argued that there exists a stable long-run demand for money function in Jamaica within the period studied, while Nachega (2001) reported a short-run stable demand for money in Cameroon. Employing similar methodology, Adam et al. (2011) argued that disaggregating currency and deposits, currency responded more strongly to expected inflation, and deposits to the interest rate spread vis-à-vis T-bills, than does overall M2. The results suggested the existence of a stable cointegrating relationship between real money balances and its determinants in Tanzania.
LITERATURE REVIEW
Halicioglu and Ugur (2005) Chukwu et al. (2010 ) reported 1994 , 1996 and 1997 . Yet, Omotor (2011 ) reported 1981 , 1992 and 1994 
THE MODEL
The model to investigate the demand for money function is specified in the equation below.
The study adopted and modified the model originally proposed by Mundell (1963) and employed by as follows:
where β0 is the constant term Ut is the error term, β1> 0 , β2< 0, β3<0, β4< 0, β5< 0 or > 0,
= real money balances, P = Consumer Price Index, RY = scale variable proxied by Real Gross Domestic Product (RGDP), RIR = opportunity cost variable proxied by real interest rate, R f = foreign interest rate proxied by US interest rate , RI = Rate of inflation, REX = exchange rate depreciation proxied by real exchange rate.
The Gregory and Hanson (1996a; 1996b) technique employed by Chukwu et al. (2010) ; Kumar et al. (2010) and Omotor (2011) is the only time series based structural change test that estimates cointegration vectors and considers break dates. This gives it important advantages over other techniques if the purpose is to examine the change in slope parameters that are due to the impact of structural breaks. The null hypothesis of no cointegration with structural breaks is tested against the alternative of cointegration. Four models are proposed by Gregory and Hansen that are based on alternative assumptions about structural break: (i) level shift (ii) level shift with trend (iii) regime shift where both the intercept and slope coefficients change and (iv) regime shift where intercept trend and slope coefficients change (Kumar et al., 2010 where σ is the shift in the slope, intercept or trend coefficient. The break dates are attained by estimating the cointegration equations for all possible break dates and break date is selected where the absolute value of the ADF test statistic is at its maximum (Kumar et al., 2010) .
EMPIRICAL RESULTS

Unit Root Test
To examine the time series properties of the model variables, the Augumented Dickey-Fuller (ADF) and Phillips-Perron (PP) unit root tests were conducted. With the exception of RIR and RI, model variables exhibited mean reversion after first difference. The null hypothesis of non-stationarity of each variable was tested against the alternative hypothesis of stationarity. The ADF and PP results suggest that the null hypothesis cannot be rejected for most variables in their level form at the 5% significance level with the exception of real interest rate and rate of inflation. Also, the nulls that their first differences have unit roots are also rejected. Similar result for rate of inflation was reported by Kumar et al. (2010) . However, it is worth to note that the PP test suggests that the real income is stationary at level, while the ADF test indicates that it is stationary after first difference.
Cointegration Test with Structural Breaks
The Gregory and Hanson (1996a; 1996b) cointegration test was employed on the demand for money function in Nigeria. The results of the GH test are reported in table 2 below. The model is specified in its canonical and extended version respectively, following Kumar et al. (2010) . Source: Author's computation. Note: Models were specified in canonical and extended forms due to Kumar et al. (2010) .
The null hypothesis of no cointegration is rejected for all the four canonical specifications.
The endogenously determined break dates are 2005 and 2006 for specifications 1, 2 and 3 corresponding to G-H models 1 to 4, while the break dates for specification (4) are 1999, 2003 and 2006 . In all, the endogenously determined break dates resulting from all the GH models estimated are 1999, 2003, 2005 and 2006 . The empirical results suggest that there exists a long-run relationship amongst real demand for money, real income, real interest rate, real exchange rate, rate of inflation and foreign interest rate in Nigeria. means that the dummy is unity after that year.
Cointegrating Equation
Specification (2) suggests that models GH-1 and GH-2 are the most appropriate models since their estimated coefficients excluding real income are statistically significant. In sum, the canonical specification (2) is robust. Hence, Nigeria's real money demand function has undergone some regime shifts in the intercept, trend and slope coefficients within the period under review. ; Bitrus (2011) and Nwafor et al. (2007) .
General linear Regression Model
The domestic interest rate (opportunity cost variable), real exchange rate (currency substitution variable), rate of inflation (assets substitution variable) and foreign interest rate (capital mobility variable) regressors entered the long-run money demand model in equation (1) with different signs. The coefficient of the domestic real interest rate is negatively related to real demand for money but is statistically significant. This suggests that, if real interest rate increases by one per cent, the real demand for money will decrease by about 0.04 per cent. This further suggests that the higher the rate of return on the alternative assets, the lower the demand for money. The coefficient of real exchange rate positively related to real demand for money and it is statistically significant. This suggests that as real exchange rate increases by one unit, real demand for money increases by about 0.006 per cent. This implies that as real exchange rate increases returns from holding foreign money increases.
There is a negative but statistically significant relationship between rate of inflation and real money demand. If rate of inflation increases by one per cent, all else held constant, the real demand for money decreases by about 0.07 per cent. This is because it is more likely that agents would prefer to hold real assets as hedges during periods of high prices. The coefficients of domestic real interest rate and expected rate of inflation follow Friedman's quantity theory of money. Similar findings were reported by previous Nigerian studies likeNduka et al. (2013) and Bassey et al. (2012) . The coefficient of foreign interest rate is negative but significantly related to real demand for money. This suggests that as foreign interest rate increases by one per cent, the real demand for money decreases by about 0.07 per cent. This result supports the portfolio balance theory of capital mobility for Nigeria. 
Stability Test
CONCLUSION
The study was carried out to empirically address three research questions on the demand for money function in Nigeria for the period from 1970 to 2012 inclusive. The motivation and justification behind the study were driven by recent changes in the financial sector of the economy due to global financial debt crisis and economic meltdown which led to massive bail-out of deposit money banks (DMBs) by the apex bank as well as the timely establishment of the Asset CUSUM of Squares 5% Significance medium term perspective monetary policy that targets inflation. Hence, the study broadly aims to further test for the stability of money demand function in Nigeria.
After testing for the time series properties of model variables, two specifications for cointegration with structural breaks were investigated namely, the canonical and extended forms through augmentation of real exchange rate and rate of inflation to capture the cost of holding money. The empirical findings suggest that the canonical specification performed better. This finding validates Kumar et al. (2010) . Furthermore, the results suggest that there is cointegrating relationship amongst real demand for broad money, real income, domestic real interest rate, real exchange rate, inflation rate and foreign interest rate after accounting for structural breaks in the underlying relationship. Also, the study finds that models GH-1 and GH-2 in specification (2) with regime shift (intercept, slope coefficients and trend changes) corresponding to break date 
POLICY IMPLICATIONS
It is worth noting that the periods of the endogenously determined structural breaks namely 1999, 2003, 2005 and 2006 are within the periods of deviation from stable demand for money function (1986 through 2008) . These periods correspond to the era of injection of huge currency into the economy by the apex bank especially in 2008. The policy implication of the findings is that the Central Bank of Nigeria should target broad money aggregates for effective monetary policy.
